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After months of urging spending cuts on government departments and autonomous state agencies,
the Treasury Ministry announced that there was no hope of pushing the fiscal deficit down to 0.5%
of GDP, a goal that the government had set in an agreement with the International Monetary Fund
(IMF). Despite slower growth in government spending and increased tax collections during the first
five months of the year, the rising cost of servicing the domestic debt has killed any chance that the
goal can be reached this year. In 1995, the deficit was 4.3% of GDP, well above the IMF goal of 3.5%,
but a far cry from the 1994 deficit of 8.2% (see NotiSur, 02/01/96).
Government expenditures during the first five months of 1996 jumped 29% to US$749.4 million,
compared with US$582.2 million during the same period in 1995. A 15% increase in tax receipts from
US$491.7 million in January-May 1995 to US$562.5 million in January-May 1996 was not enough to
offset a US$186.9 million deficit. This was more than double the US$90.4 million shortfall recorded
in January-May 1995. Some economists predict that the fiscal deficit will reach 2.5% of GDP by
the end of the year, while Treasury Minster Fernando Herrero "rounded off" his prediction to
2%. He explained that the deficit figures do not mean that the government has overspent. Indeed,
overall growth in spending was brought under control to the point where it is now below the rate of
inflation.
Nevertheless, any improvement in the fiscal picture is blocked by rapidly escalating interest
payments on the domestic debt, which rose by 55% between January-May 1995 and January-May
1996. Leaving aside these interest payments, the fiscal deficit would be only US$52.9 million. In early
May, the Treasury Ministry announced plans to meet the IMF goal by cutting interest expenses. For
example, the government carries US$215 million in short-term indebtedness with the social security
system (Caja Costarricense de Seguro Social, CCSS) at 25% interest.
Under the plan, the government will swap the debt for 10-year bonds at 5% interest for a savings of
US$45.4 million. A similar bond swap with the government's insurance agency (Instituto Nacional
de Seguros, INS) will save another US$18.6 million. The government also exchanged US$35 million
in bonds held by the Banco Centroamericano de Integracion Economica (BCIE) for US dollardenominated bonds that are expected to improve the bonds' rating by eliminating the risk to
bondholders of fluctuations in the value of the colon. The consequent reduction in interest payments
is calculated at US$5.9 million.
Other cost-cutting measures include training government tax auditors with a grant from the InterAmerican Development Bank (IDB) and installation of a computer system to keep track of taxpayers.
Some 200,000 tax delinquents have already been identified. In late May, the government was still
saying that the 0.5% fiscal-deficit goal would be met by the end of the year. Treasury Minster
Herrero announced a new effort to cut spending by squeezing a budget surplus of 2.4% of GDP
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from the autonomous government institutions. The state-owned electric power system (Instituto
Costarricense de Electricidad, ICE) was asked to increase its projected surplus from US$57 million
to US$91 million, while the CCSS was asked to cut US$7 million, and the national oil refinery
(Refinadora Costarricense de Petroleo, RECOPE) US$9 million. Altogether, the central government
and state enterprises were to come up with US$220 million in savings to bridge the fiscal gap.
The proposed cuts would be on top of previous cuts made in operating expenses, which meant that
some of the new cuts would have to come from capital expenditures. Central Bank director Alberto
Franco Mejia warned that postponing needed investment would not solve long-range problems
and eventually, if cuts were to continue in investment, health, and education, the government
would end up collecting taxes solely to pay the domestic debt. But Treasury vice minister Rodolfo
Gonzalez Blanco minimized the impact these cuts would have on public services, maintenance,
and investment. He said that they were not cuts at all but rather reductions in the rate of growth in
spending.
The austerity measures met with mixed reactions from the private sector, which has been calling on
the government to take steps to restart the economy. Alvaro Batalla, former president of the food
industry chamber (Camara de la Industria Alimentaria, CACIA), told an industry conference that
the government's "fiscal voraciousness" was strangling business and that taxes must be reduced.
However, the Treasury Ministry was quick to assert that tax reductions would ruin the entire
economic restructuring program. There were possibilities, however, for making some changes in the
tax code, said Treasury advisor Jorge Cornick. As an example of possible improvements, he noted
that the tax on chocolate-filled cookies was different than the tax on cookie-filled chocolate.
By mid-June, the government admitted that the deficit would be around 2% this year and that the
Treasury Ministry would have to negotiate a new understanding with the IMF if multilateral bank
loans were to continue uninterrupted. "It isn't necessary to set extremely rigid goals, and 0.5% is
too much," said Herrero on June 15. "A bigger deficit, if it results from larger interest payments, is
something we can discuss with the IMF. If it is well presented, they will accept some other goal."
Herrero's statement came shortly after he announced his resignation in the dramatic cabinet
shakeup ordered by President Jose Maria Figueres (see EcoCentral, 07/25/96). Herrero was replaced
on June 19 by Francisco de Paula Gutierrez. Shortly after taking office, Gutierrez said he was going
to form a special advisory committee to explore steps that could be taken in the medium term to
restructure the debt. He turned aside a suggestion made by many leaders in the private sector that
state assets be sold to pay off the debt. "I don't want to see the question of selling public- sector
assets linked to the debt problem," he said. "It should be linked to strategies for developing the
country."
During his first weeks in office, Gutierrez announced no major changes in fiscal policy. While he
foresaw no tax increases, he did suggest that the government could delay the scheduled lowering
of customs duties. Another way to increase tax revenues would be to leave the value-added tax
(impuesto al valor agregado, IVA) at 15% instead of lowering it to 13% in April 1997 as planned. A
new 1% tax on business assets payable by businesses worth over US$140,000, which was passed by
the legislature last year and goes into effect on September 30, is expected to significantly increase
revenues. While in Washington, DC, to work out a new preliminary agreement with the IMF,
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Gutierrez and Central Bank president Rodrigo Bolanos apparently convinced the IMF that the
failure to meet the fiscal deficit reduction goal this year was not caused by excessive government
spending. An IMF mission was scheduled to visit Costa Rica in August to discuss proposals and sign
a new agreement on fiscal deficit goals that would extend from 1997 until the end of the Figueres
presidency in May 1998. [Sources: Agence France-Presse, 06/15/96; La Nacion (Costa Rica), 05/04/96,
05/16/96, 05/17/96, 05/18/96, 05/22/96, 05/26/96, 06/19/96, 06/28/96; La Republica (Costa Rica),
05/04/96, 05/15/96, 05/31/96, 07/01/96; Tico Times (Costa Rica), 09/09/96]
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